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Report of Independent Auditors

To the Board of Trustees of the
University of Massachusetts:

In our opinion, based on our audits and the report of other auditors, the accompanying statements of
net assets and the related statements of revenues, expenses and changes in net assets, and of cash
flows present fairly, in all material respects, the financial position of the University of Massachusetts
(the *University"), and its discretely presented component units, at June 30, 2006 and 2005, and its
revenues, expenses and changes in net assets and its cash flows for the years then ended, in
conformity with accounting principles generally accepted in the United States of America. These
financial statements are the responsibility of the University's management; our responsibility is to
express an opinion on these financial statements based on our audits. We did not audit the financial
statements of the University of Massachusetts Building Authority (a blended component unit included in
the column titled University) or the University of Massachusetts Dartmouth Foundation, Inc. (a
discretely-presented component unit included in the column titled University Related Organizations),
which statements reflect total net assets of $130.4 million of the University and $23.86 million of the
University Related Organizations, and $117.0 million of the University and $20.3 million of the
University Related Organizations as of June 30, 2006 and 2005, respectively, and total revenue of
$67.0 million of the University and $5.4 million of the University Related Organizations and $76.6
million of the University and $5.4 million of the University Related Organizations for the years ended
June 30, 2006 and 2005, respectively. Those statements were audited by other auditors whose report
thereon has been furnished to us, and our opinion expressed herein, insofar as it relates to the
amounts included for these components of the University, is based solely on the report of the other
auditors. We conducted our audits of these statements in accordance with auditing standards
generally accepted in the United States of America, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits and the reports of other auditors provide a
reasonable basis for our opinion.

In accordance with Government Auditing Standards, we have also issued our report dated

November 8, 2006 on our consideration of the University's internal control over financial reporting and
on our tests of its compliance with certain provision of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.



The accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by 1.5, Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and is not a required part of the financial
statements. Such information has been subjected {o the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects, in relation to the
financial statements taken as a whole,

The Management's Discussion and Analysis on pages 3 through 12 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consist principally of inquiries of
management regarding the presentation of the supplementary information. However, we did not audit
the information and express no opinion on it.

/Mdﬂm@m LLP

November 8, 2008



University of Massachusetts
Management’s Discussion and Analysis
June 30, 2006

introduction

This unaudited section of the University of Massachusetts (the "University”) Annual Financial Report presents our discussion and
analysis of the financial position and performance of the University and its component units during the fiscal year ended June 30, 2006
with comparative information as of June 30, 2605, and June 30, 2004, This discussion and analysis has been prepared by management
along with the accompanying financial statements and related footnote disclosures and should be read in conjunction with, and is qualified
in its entirety by, the financial statements and footnotes. The accompanying financial statemenis, footnotes and this discussion are the
responsibility of management.

The University of Massachusetts is a state coeducational institution for higher educalion with separate campuses at Amherst,
Boston, Dartmouth, Lowelt and Worcester all iocated in the Commonwealth of Massachusetts (the "Commonwealth”). The University was
established in 1863 in Amherst, under the provisions of the 1862 Morrill Land Grant Acts, as the Massachusetts Agricultural College. |t
became known as the Massachusetts State College in 1932 and in 1847 became the University of Massachusetts. The Boston campus
was opened in 1965 and the Worcester campus, Medical Schoeol, was opened in 1870. The Lowell and Dartmouth campuses (previously
the Universily of Lowell and Southeastern Massachusetts Universily, respectively) were made a part of the University by a legislative act
of the Commonweaith, effective Seplember 1, 1991,

The University's mission is to provide an affordable and accessible education of high quality and to conduct programs of research
and pubtic service that advance knowledge and improve the lives of the people of the Commonwealth, the nation and the world, In the fall
of 2005, the University enrolled approximately 47,915 full-time equivalent ('FTE") students, The University is committed to providing,
without discrimination, diverse program offerings to meet the needs of the whole of the state's population, The University's five campuses
are geographically dispersed throughout Massachusetts and possess unique and complementary missions.

Basis of Presentation

The annual financial repori and statements include the University and certain other organizations that have a significant
relationship with the University. The statements include the University's blended component units, which are the University of
Massachusetts Buiiding Authority (the *Building Authority™, a public instrumentality of the Commonwealth created by Chapter 773 of the
Acts of 18960 of the Commonwealth, and Worcester City Campus Corporation ("WCCC"), a not-for-profit 501(C)(3) organization and the
University of Massachusetts Amherst Foundation, Inc. (the "UMass Amherst Foundation”) which was established in fiscal year 2003. The
purposes of the Building Authority is to provide dormitories, dining commons and other buildings and structures for use by the Universily
and entities associated with the University and to issue bonds to finance such projects. On November 4, 1992, the University created
WCGCC as a Massachusetts not-for-profit corporation to purchase various assets of Worcester Cily Hospital, to operate as a real estate
hotding company and to foster and promote the growth, progress and general welfare of the University. WCCC includes the Worcester
Foundation for Biomedical Research, Inc. (WFBR) as a subsidiary. The University’s discrete compornent unifs are the University of
Massachusetts Foundation, Inc. (the "Foundation™} and the University of Massachusetts Darimouth Foundation, Inc. (the "Dartmouth
Fourdation”). These foundations are related tax exempt organizations founded to foster and promote the growth, progress and general
welfare of the Universily, and 1o sofici, receive, and administer gifis and donations for such purposes. The University of Massachuselts
Foundation manages the majority of the University's endowment.

Financial Highlights

The University's combinad net assets increased $58.2 million from $1.29 biliion in fiscal year 2005 to $1.35 billion in fiscal year
2008. The major components of these increases relate to increases in student fee revenues across the University campuses and physical
plant improvements.

Using the Annual Financial Report

One of the most important questions asked about University finances is whether the University as a whole is better off or worse
off as a result of the year's activities. The key to understanding this question is the Statement of Net Assets, Statement of Revenues,
Expenses and Changes in Net Assets and the Statement of Cash Flows. These statements present financial information in a form similar
to that used by corporations, The University's net assets (the difference between assets and liabilities) are one indicator of the
University's financial health. Over lime, increases or decreases in net assets is one indicator of the improvement or erosion of an
institution’s financial health when considered with non-financial facts such as enroliment levels and the condition of the facilities.

The statement of net assets inciudes all assets and liabilities of the University. 1t is prepared under the accrual basis of accounting,
whereby revenues and assets are recognized when the services are provided and expenses and fiabilities are recognized when services
are received, regardless of when cash is exchanged. Net assets are further broken down into three categories: Investment in plant, net of
debt, restricted and unrestricted. Invested in capital assets, net of related debi represents the historical cost of properly and equipment,
reduced by the balance of related debt oulstanding and depreciation expense charged over the years. Net assets are reported as
restricted when constraints are imposed by third parties, such as donors, or enabling legisiation. Restricted net assets are either non-
expendable, as in the case of endowment gifts to be held in perpetuity, or expendable, as in the case of funds to be spent on scholarships
and research. All other assels are unrestricted; however, they may be commitled for use under contract or designation by the Board of
Trustees.

The statement of revenues, expenses and changes in net assets presents the revenues earned and expenses incurred during the
year. Activities are reported as either operating or nonoperating. Operating revenues and expenses include tuition and fees, grant and
contract activity, auxiliary enterprises and activity for the general operations of the institution not including appropriations from stale and
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federal sources. Non-operating revenues and expenses include appropriations, capital grants and contracts, endowment, gifts and
investment income. All things being equal, a public University’s dependency on state aid and gifts will result in operating deficits. Thatis
because the financial reporting model classifies state appropriations and gifts as nonoperating revenues. The utilization of long-lived
assets, referred to as capital assets, is reflected in the financial statements as depreciation, which amortizes the cost of a capital asset
over its expected usefu! life.

Another important factor to consider when evaluating financial viability is the University’s ability to meet financial obligations as they
mature. The statement of cash flows presents information related lo cash inflows and outflows summarized by operating, capital and non-
capital, financing and investing activities.

The footnotes provide additional information that is essential to understanding the information provided in the external financiai
statements.

Reporting Entity

The financial slatements report information about the University as a whole using accounting methods similar to those used by
private-sector companies. The financial stalements of the University are separated between University (including its blended component
units) and its discretely presented Component Unit activities. The Universily's discretely presented Component Units (or Related
Organizations) are the University of Massachusetts Foundation, Inc., and the Universily of Massachusetts Dartmouth Foundation, Inc.

Condensed Financial Information

University of Massachusetts
Condensed Statement of Net Assets
As of June 30, 2006, 2005 and 2004
{in thousands of doliars})
Univarsity University University
June 39, 2008 June 30, 2005 Change June 36, 2004 Change
ASSETS
Current Assels $528,295 $526,739 31,556 $464 582  §62,157
Noncurrent Assels
Investrent in Plant Net of Accumulated Depreciation 1,499,607 1,330,410 169,197 1,163,700 166,710
All other noncwrent assets 877,185 891,588 {14,803} 929 867 (37,979)
Total Assets $2,905,087 $2,749,137 $155,950 $2,558,24% $190,888
LIABILITIES
Current Liabilities $507,229 $383,772 $123,457 $348,643  §35,12%
Noncurrent Lighilities 1,048,080 1,073,836 (25,756) 1,040,976 32,860
Total Liabilities $1,555,309 $1,457,608 $97,701 $1,389,619 567,989
NET ASSETS
Invested in Capital Assets Net of Related Debl $804,053 $738,312 $64,7415713,803 $25,409
Restricted
Nonexpendable 16,136 15,559 577 14,433 1,128
Expendable 148,903 160,116 {13,213) 124,272 35,844
Unrestricted 382,686 376,542 6,144 316,022 60,520
Total Net Assets $1,348,778 $1,291,528 $58,249 $1,168,630 $122,899




Condensed Statement of Net Assets for Related Organizations
As of June 30, 2006, 2005 and 2004
(in thousands of dollars)
Univarsity University University
Retated Related Related
Organizations  Organizations Organtzations
Jung 30, 2006 June 30, 2005 Change June 30, 2004 Change
ASSETS
Current Assets 54,504 55,716 ($1,122) $6,595 {$879)
Noncurrent Assets
investment In Plant Net of Accumulated Depreciation 1,003 1,006 (3) 1,018 (13)
All other nencurrent assets 240 525 218,860 30,665 189,284 29,576
Total Assets $2585122 $225,582 $29,5408196,898 $28,684
LIABILITIES
Current Liabilities $6,136 $7,299 ($1,163) 52,017 $5,282
Noncurrent Liabilities 2514 2,588 326 3,282 {694)
Total Liabilities $9,050 $9,887 {3837) $5,289 54,588
NET ASSETS
Invested in Capital Assels Net of Related Debt $1,003 3507 3406 $230 $367
Restricted
Nonexpendabie 178,692 161,178 17.514 144,780 16,388
Expendable 61,091 45,334 11,757 44,388 4,946
Unrestricted 5,286 4,586 700 2,181 2,385
Total Net Assets $246,072 $215,695 $30,3778191,599 $24,006

At June 30, 2008, total University assets were $2.90 billion, an increase of $156.0 million over the $2.75 bilfion in assets recorded
for fiscal year 2005, Much of the increase can be attributed fo increases in investment in plant assets, accounts receivable from UMass
Memorial and non-current investments. The Universily's largest asset continues o be its net investment in its physical plant of $1.5 biliion
at June 30, 2006 ($1.3 billion in fisca! year 2005).

At June 30, 2005, total University assels were $2.75 billion, an increase of $190.8 million over the $2.56 billion in assets recorded
for fiscal year 2004, Much of the increase can be attributed fo increases in investments, cash held by the state treasurer and investment
in piant assets. The University's largest asset was its net investment in its physical plant of $1.33 billion at June 30, 2005 ($1.16 billion in
fiscal year 2004).

University liabilities totaled $1.56 biliion at June 30, 2006, an increase of $97.7 million over fiscal year 2005 ($1.46 biilion). Long-
term debt largely consists of bonds payable and capitalized lease obligations amounting to $1.01 billion at June 30, 2006, This represents
a decrease of approximately $15.1 miflion over long-term debt obligations of $1.02 billion in fiscal year 2005. This decrease reflects the
pay down of debt through debt service payments, Other fiabilities increased $87.1 million due primarily to an outstanding liability to the
Commonwealth of Massachusetis of $80.0 milfion from the Commonwealth Medicine program at the Worcester campus,

University liabilities totaled $1.46 billion at June 30, 2005, an increase of $67.9 million aver fiscal year 2004 ($1.39 billion). Long-
term debt largely consists of bonds payable and capitalized lease obligations amounting to $1.02 billion at June 30, 2005, This represents
an increase of $15.1 million over long-term debt obligations of $1.01 billion in fiscal year 2004, This increase reflects new master lease
debt on the Amherst campus,

The University's current assets as of June 30, 2006 of $528.3 million were sufficient to cover current liabilities of $307.2 mitlion,
as the current ratio was 1.04 dollars in assels to every one-dollar in liabilities. At June 30, 2005, the current ratio was 1.37 {$526.7 million
in assets for $383.8 million in liabilities). Al June 30, 2004, the current ratio was 1.33 ($464.6 millior: in assets for $348.6 million in
liabilities). The decrease in the current ratic from 2005 to 2006 is mostiy altributable to increased construction activity during 2008
resuiting in additional accounts payable at year end and the timing of a payment to the Commonwealth of Massachusetts for fringe benefit
costs at the Worcester campus.

The unrestricted and restricted expendable net assets totaled $529.6 million in fiscal year 2008, which represents 25.7% of total
operating expenditures of $2.06 billion. In fiscal year 2005, expendable net assets of $536.7 million to $1.93 billion of total operating
expenditures resulled in a ratio of 27.9%. In fiscal year 2004, expendable net assets of $440.3 million to operating expenditures of §1.62
billion made the expendable net assets to spending ratio 27.2%.



University of Massachusetts
Condensed Statement of Revenues, Expenses, and Changes in Net Assets
For The Year Ended June 30, 2006, 2005 and 2004

{ln thousands of dokars)

University University University
June 30, 2006 June 30, 2008 Change Jung 30, 2004 Change
Operating Revenues
Tuition and Fees {nef of schofarship allowances of $73,467 at June 30, 2006,

566,887 at June 30, 2065 and 363,185 at June 30,2004) 5406,705 $388,385 518,320 $361,762 §26,623
Grants and Coniracts 453,178 424,184 28,954 401,780 22,434
Auxiliary Enlerprises 195,352 172,745 22,607 163,684 8,851
Other Cperaling Revenues 474,818 524,713 {49,895) 352,535 162,178
Total Operating Revenues 1,530,053 1,510,027 20,026 1,288,941 220,086

Operating Expenses 2,059,948 1,926,740 133,208 1,621,582 305,158
Operating Loss {529,B85) (418,713} (113,182) {331,641} {85,072)
Naonoperating Revenues
Federal Appropriations 7,044 7.046 28 5,849 167
State Appropriations 526,749 476,813 47,936 398,154 80,659
Other Nonoparating Income 38,701 35,666 4,035 27,727 7,939
Net Nonoperating Reventes 573,494 521,495 51,999 432,730 88,765
Income Before Other Revenues, Expenses, Gains or L.osses 43,599 104,782 (61,183) 101,089 3,693
Capilal Appropriations 27,147 27,417 (270) 19,135 8,282
University Related Organization Transactions 593 - 583 676 (B76)
Disposa! of Plant Faciliies {11,278) {11,980) 714 (14,098) 2,109
Other 27,127 2,680 24,437 7,131 {4.441)
Total Other Revenues, Expenses, Galns, and Losses 43,59 18,117 25,474 12,843 5,274
Total Increase in Net Assets 87,180 122,899 {35,709} 113,832 8,967
Net Assets
Nel Assets at Beginning of Year 1,291,528 1,168,630 122,699 1,054,688 113,032
Net Assets at End of Year $1,378,718 51,291,529 $87,180 51,168,630 | $122,899
Condensed Statement of Revenues, Expenses, and Changes in Net Assats for University Related Qrganizations
For The Year Ended June 30, 2006, 2005 and 2004
{in thousands of dollars)
Unlverskty Lniversity University
Retated Relatad Ralated
Organizations Organizations Organizations
Jung 39, 2006 June 30, 2006 Change June 38, 2004 Change
Operating Expenses $16,938 $13,691 $3,248 $11,321 $2,370
Operating Loss {16,939 (13,691} {3,248} (11,321) {2,370)
Nonoperating Revenues
Other Nonoperating income 28,844 21,830 7.014 18,787 3,043
Net Nonoperating Revenues 28,844 21,830 7.014 18,787 3,043
Income Before Other Revenues, Expenses, Gains or Losses 11,905 8,139 3,766 7.466 673
Additions fo Permanant Endowments 14,401 16,312 (1.911) 13,113 3,199
Universily Related Organization Transaclions {583) - (593) {676) 676
Gain from Disposal of Previously Discontinued Operalions - - - {206) 208
Other 4,664 (355) 5019 4 {359)
Total Other Revenues, Expenses, Gains, and Losses 18,472 15,957 2,515 12,238 3,722
Total Increase in Net Assets 30,377 24,096 §,281 19,701 4,395
Net Assels
Net Assels at Beginning of Year 215,695 181,599 24,086 174,898 19,701
Net Assets at End of Year $246,072 $215,695 $30,377 $191,599 524,096

Tuta! operating revenues for fiscal year 2006 were $1.53 billion. This is an increase of $20.0 million over fiscal year 2005
operating revenues of $1.51 billion. The most significant sources of revenue for the University are tuition and fees, grants and contracts,
auxiliary services and pubfic service activities at the Worcester Medical Schoot campus. The following chart displays operating revenues
by source for the University in fiscal years 2008, 2005 and 2004. Total operating revenues for fiscal year 2005 were $1.51 billion, $280.0

mitlion over fiscal year 2004 operating revenues of $1.20 million,




Sources of Operating Revenues in Relation to Total Revenues, Fiscal Year 2004 to Fiscal Year 2006
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In fiscal year 2006, operating expenditures, including depreciation and amortization of $121.6 million, {otaled $2.06 billion. Of this
total, $1.0 billion or 49% was used to support the academic core activities of the Universily, including $316.6 million in research. The chart
below displays fiscal year 2008, 2005 and 2004 operating spending.

Operating Expenses in Relation to Total Expenses, Fiscal Year 2004 to Fiscal Year 2006
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